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Who we are

The Auditor General, the Accounts Commission and Audit Scotland work together
to deliver public audit in Scotland:

e The Auditor General is an independent crown appointment, made on the
recommendation of the Scottish Parliament, to audit the Scottish
Government, NHS and other bodies and report to Parliament on their
financial health and performance.

e The Accounts Commission is an independent public body appointed by
Scottish ministers to hold local government to account. The Controller of
Audit is an independent post established by statute, with powers to report
directly to the Commission on the audit of local government.

e Audit Scotland is governed by a board, consisting of the Auditor General,
the chair of the Accounts Commission, a non-executive board chair, and
two non-executive members appointed by the Scottish Commission for
Public Audit, a commission of the Scottish Parliament.
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About us

Our vision is to be a world-class audit organisation that improves the use of public
money.

Through our work for the Auditor General and the Accounts Commission, we
provide independent assurance to the people of Scotland that public money is
spent properly and provides value. We aim to achieve this by:

e carrying out relevant and timely audits of the way the public sector manages
and spends money

e reporting our findings and conclusions in public

¢ identifying risks, making clear and relevant recommendations.
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Introduction

Purpose

1.

Audit Scotland promotes good practice in financial reporting in Scottish public bodies.
Audit Scotland’s Professional Support carry out reviews of annual accounts to identify
and share examples of good practice reporting and highlight areas where
improvements can be made.

. This good practice note shares the findings from a review of the 2017/18 performance

reports included within the annual report and accounts of central government bodies.

Context

3.

The purpose of a performance report is to provide information on a body, its main
objectives and strategies, and the principal risks that it faces. They are required to
provide a fair, balanced and understandable analysis of a body’s performance. They
are also essential in helping stakeholders understand the financial statements.

. Performance reports were chosen for a good practice review because auditors often

report that, while there are good examples of high quality reports, in other cases there
is room for improvement. The aim of this good practice note is to bring the general
standard of performance reports up the level of the best.

. The review of the performance reports was carried out by a team with knowledge of

the relevant financial reporting framework. However, the team does not have a detailed
understanding of each body’s particular circumstances or the specific underlying
transactions.

. Bodies are encouraged to use the findings in this report to assess and enhance their

own disclosures to ensure they provide high quality information to stakeholders in their
performance reports.

Financial reporting requirements

7.

8.

Central government bodies are required to prepare their annual report and accounts in
accordance with an accounts direction which generally requires compliance with the
the Government financial reporting manual (the FReM). The FReM requires a
performance report to be included within the annual report and accounts and sets out
the following required content:

e An overview of the purpose and activities of the body, key issues and risks,
and a performance summary.

e Information on how the body measures performance and a detailed
analysis of performance during the year.

¢ Information on environmental matters.

e Information on social matters, respect for human rights, anti-corruption and
anti-bribery.

The Financial Reporting Council’s Guidance on the strategic report provides helpful
guidance which can be used to assist in meeting the FReM’s requirements.

Bodies should
use this good
practice note to
assess and
enhance their
own
performance
reports.

The examples

used in this note

are all taken

from 2017/18
performance
reports.

Unqualified
audit opinions
do not mean
there is no
scope for
improving the
quality of
performance
reports.



https://www.frc.org.uk/getattachment/fb05dd7b-c76c-424e-9daf-4293c9fa2d6a/Guidance-on-the-Strategic-Report-31-7-18.pdf

9. The consideration of the 2017/18 performance reports of each body was carried out by
appointed external auditors and was concerned with expressing opinions on whether
the reports were consistent with the financial statements and included the content
required by the FReM. As there were no qualified opinions, there is reasonable
assurance that minimum disclosure requirements were met. However, it should not be
inferred that there is no scope for bodies to improve the quality of their performance
reports.

Characteristics of good annual accounts
10. Beyond basic compliance with financial reporting requirements, there are a number of

characteristics of financial reporting which Professional Support believe make for a
high quality performance report. These are summarised in Exhibit 1.
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Exhibit 1
A single story
Characteristics of How funding was used
a high quality What worries board members
performance Consistency
report Cut the clutter
Clarity
Summarise

Explain change

These
characteristics
are based on
those used by
the Financial
Reporting
Council adapted
for the public
sector context.

11. The remainder of this good practice note is structured around these characteristics,
and it discusses and highlights some of the good practice adopted by bodies in relation
to each one. The note also includes points for bodies to consider in striving to achieve
good practice.

Contact points
12. The contact points for this good practice note are Neil Cameron, Manager

(Professional Support) - 0131 625 1797 or Helen Cobb, Senior Adviser (Professional
Support) - 0131 625 1901.
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Part 1
A single story

13. The performance report provides an opportunity for bodies to present a single,
coherent narrative explaining and complementing the financial statements.

Coherent narrative

14. The performance report should not be prepared in isolation from the other
components of the annual report and accounts, particularly the financial
statements. By taking an integrated approach, bodies can identify and highlight
relationships between the performance report and items in the other
components.

15. Preparers need to make judgements regarding where information would be
best located. This should aim to ensure that only relevant and focussed
information is included. The performance report should, generally, only include
the content that is required to meet the FReM requirements unless further
information is helpful in telling the full story.

16. The performance report should be structured in a way that allows a cohesive
and clear narrative flow. Although the FReM identifies the requirements for a
performance report as a list of bullets, a checklist approach is unlikely to achieve
effective communication. Bodies should consider and challenge the structure of
the performance report to ensure it tells an understandable story of their
performance.

17. It may be helpful to group together similar or related disclosures, as this will
help reduce duplication and enable linkages to be highlighted and explained.
Information which the FReM requires to be included in the performance report
may be included elsewhere in the annual report and accounts if that tells the
story more effectively. However, where that is the case, a cross reference from
the performance report must be included to satisfy the FReM’s requirements.

Consistency with financial statements

18. The narrative in the performance report should be consistent with the
accounting information in the financial statements, and should highlight and
explain significant points from the financial statements. This is discussed further
in part 4.

Length of report

19. A comparison of the lengths of each body’s performance report showed a
significant variation that was not always explained by the relative size of the
bodies. The number of pages in each part of the performance report are
summarised in Exhibit 2.

20. Bodies at the upper end of the range may wish to consider whether they can
streamline their performance reports, while those at the lower end will want to
satisfy themselves that they are providing users of the accounts with sufficient
information.

The
performance
report should be
structured in a
way that allows
a cohesive and
clear narrative
flow.
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Exhibit 2
Length of performance reports
Number of pages The average
10 length of the
35 performance
30 reports was 23
25 pages. The
20 longest was 54
15 pages and the
10 I shortest 6.
5
o | N | l _ 1 - i
Overview Performance  Performance key Environmental Social matters
summary analysis performance matters
indicators
m Average mHighest mLowest

Issues identified in our review of whether the performance report

provided a single story when considered with the financial
statements were

The performance reports did not always provide a coherent
narrative.

Disclosures sometimes appeared disjointed.

Some reports contained significant duplication and repetition
which made them longer than necessary.

There were examples where material items were not fully
explained while smaller amounts were explained in
excessive detail.

There was limited use of innovative presentation that helps to
highlight linkages.



http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=2ahUKEwidu_2S0u3fAhUBWhoKHdD2BlIQjRx6BAgBEAU&url=http://manninglive.com/2018/09/11/avoid-downed-power-lines-after-storm/&psig=AOvVaw0SrRsut5b4IkuXIoMZoqPV&ust=1547567965443227
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Points to consider when telling a single story include

Stand back and consider whether the report tells a
fair, balanced and understandable story.

Avoid using a checklist approach which can lead to
duplication and a disjointed narrative.

Innovate and experiment with presentation and
ways to best tell the story.

Challenge the content and presentation of the
performance report annually.
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Part 2
How funding was used

21. Aclear and balanced review of how funding from the Scottish Government and other
sources was used to deliver the body’s objectives, set in the context of the strategy
and business model, will assist users in understanding the body’s performance.

Clear and balanced review

22. The FReM requires a fair and balanced review of the body’s performance. The
performance report should address the positive and negative aspects of the
development, performance, position and future prospects of the body openly and
without bias.

23. Bodies should seek to ensure that users of the accounts are not misled as a result of
the presentation of, or emphasis given to, information in the performance report or by

The
performance
report should
provide a fair
and balanced

the omission of material information from it. review of
performance.
24. The example in Exhibit 3 sets out the financial performance of the body in the context
of their progress towards improving financial performance.
Exhibit 3
PERFORMANCE REPORT
Deficit reduction targets per the 3 year Financial Plan The
(September 2017) performance
report should
70.0
address the
60.0 .
positive and
=00 negative
400 aspects.
300
200
10.0
0.0

2016/17 (Em})  2017/18 (Em)  2018/19(Em)  2019/20 (Em)  2020/21 [Em)

It is therefore important to consider the financial performance in 2017/18 in the context of the
journey towards becoming financially sustainable in 2020/21.

25. The example in Exhibit 4 sets out the performance of the body clearly detailing

whether targets had been met. It also explains that those not met will be included in the

next year’s business plan, and where further information can be found.
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Exhibit 4

Performanss mEacuns Targat Cutoome
The percentages of decisions on referals made winin 50 working
days of receipt 7% T5% A
The perceniage of HeariRgs scheduied fo take place within 20
working days TE% T5% A
The parcentage of initlal Hearimgs procesding to disposal 1 E0% ic)
The parcentage of working days lost io absence (ong ter) 2% ITH R
The percentage of working days lost 1o absence (short term) 2% 2% R
The parcentage of SCRA core properties which comply with ZCRA
property standands a0% a0% =
The varance in anrual revenue spends &3 @ percentags of the
anwallable revenue budget within 1% 0.8% c]
The perceniage of revenue Syings achieved in e year 2.5% 35% c]
The varance in anmual capital spends as a percentage of the
awallaiie capital budgpet within 5% % R
The Scotish Gowvernment eficiency savings rget wil b= met 0.5%: Mist arget

- Targst metor Target nearly

Ky [c] A met R Target missed

In acdition %o Key Perfomance Indeators, B9 Business Plan actions were tracked Tnoughout the year. At the

&5 actions are rated as green, 15 3 amber and eight as red. In general, aclions @ed 35 amber or
red hawve bean moved imo the 2013119 Business Plan. Dighal strategy work hias been remioved from the
Business Pian Irfemmation.
A more substamtial revies of our progress against hese prioftles can be found In the published SCRA Amual
Repaort 2017-18.

Explaining the strategy and the business model

26. The FReM requires a description of the body’s strategy and business model. The
description of the strategy for achieving a body’s objectives should provide insight into
its development, performance, position and future prospects.

27. The body’s performance should be explained within a context of its strategy and
business model.

28. Some bodies were able to link their expenditure to the strategic objectives of the
Scottish Government and show how much of their expenditure contributed to achieving
those objectives; an example is set out in Exhibit 5.

Exhibit 5

Descriptions
outturn should provide
contd... inSight into the

development,
Pemblidfamotiohetibiot: e DY S etn performance,
external suppliers. Only 2% is ublised on the

majority of which relates to the trunk rcad
network. Additions to the value of the asset

in year include, the new Queensferry Crossing
and the new M8/M73/M74 Improvements.

12%

Concessionary

Travel
13%

Rail Net
Investment
25%

on-going Agency running costs, The chart pOSition and
on the right shows the percentage spent

on each of the main areas of service future

provision identified in the budget. Roads

The total asset base is £19.2 billionthe Resource pros pECtS -




Part 2 How funding was used | 11

29. In addition, the disclosure of the body’s objectives places the strategy in context and
allows users of the accounts to make an assessment of its appropriateness. Exhibit 6
provides an example of a simple explanation of what the body does, and cross refers
to where it is explained in more detail.

Exhibit 6

What we do

Chur vision is to be trusted to carefor the water on which
seotland depends Fee page B), and our custormers expedt
usto provide excellent customer servics by delivering high
levels of water quality and enviren mental performanss, all
for an affordable price,

Using Seotland’s natural resourass and the skills of our
people, Seottish Water is committed to improving our
services for custerners and communities while protecting
and enhancing the envirenment of Sootland. How we de
this is covered in more detail in the fellowing sedions:

Ervirenment pages 30 1o 32
People pages 42 to 44
Cormmunity matters pagedh
Customer senics pages 20 to 22

30. The description of the business model should set out how the body generates or
preserves value over the longer term, and how it captures that value. It should describe
what the body does and why it does it and should also provide a high level
understanding of how the body is structured.

31. The review found that most bodies adequately disclosed information on their strategy
and business model. The best disclosures linked spend with outcomes, as
demonstrated at Exhibit 7.
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Exhibit 7

How we allocated our resources in 2017/2018

We are mcinly funded by the Scottish Government
but we also charge fees to recover costs for
regulatory functions.

Strategic outcomes

Qutcome 1 Outcome 2 Qutcome 3 Outcome 4 Qutcome 5 QOutcome 6
Food is Safe Food is authenic Consumers bove Responsible food ~ FSS is @ trusted FSS is efficient

healthier diefs businesses flourish  eracnisaticn and effective
52% 8% 0% 10% 12% 8%

Analysis of performance and position

32. The required review of the body’s business should analyse the development and
performance of the body during the financial year.

33. The FReM requires information on how the body measures performance i.e. what the
body sees as its key performance indicators (KPIs), how it checks performance against
those measures, and narrative to explain the link between the KPlIs, risk and
uncertainty.

34. The KPIs reported should be those that the board members judge to be most
effective in assessing progress against objectives or strategy, monitoring key risks, or
are otherwise utilised to measure the development, performance or position of the
body.

35. The body should provide information that enables users to understand each KPI
reported in the performance report. The FRC report Performance metrics — Principles
and practice identifies five principles for reporting performance metrics. These
principles are summarised in Exhibit 8 and can be used to ensure that the information
provided on KPIs meets users’ needs.


https://www.frc.org.uk/getattachment/cd978ef7-72ad-4785-81ee-e08bb7b7f152/LAB-Performance-metrics-FINAL.pdf
https://www.frc.org.uk/getattachment/cd978ef7-72ad-4785-81ee-e08bb7b7f152/LAB-Performance-metrics-FINAL.pdf
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Exhibit 8

Alighed to strategy

Give users an

the your performance and
strategy and the sources
of long term value

insight into

does it

Transparent

Allow users to understand
what the metric attempts
to measure and how it

In context

Explains what you were
trying to achieve and

what it has achieved, with
explanations for where
this is good or poor

The FRC
identifies five
principles for

Reliable Consistent reporting
Provide explanation of Report consistently performance
governance and oversight across time to build metrics
of the metrics used credibility )
36. Helpful disclosures made by some bodies provided a high level introduction followed
by a good balance of information.
37. Afew bodies provided narrative explaining the results or action required to address
performance issues. This helps the user to understand how well the body has
performed. Providing further information comparing performance across years or to
other similar bodies can help users assess performance. Exhibit 9 provides a good
example.
Exhibit 9
Impact measure 1 — We will have increased the number and diversity of
people playing sport in schools and sports clubs.
Distinc i t layin membe
800,000
700,000
» 600,000
2 500,000
g 400,000
] .
s Comparing
(=] 4
performance
100,000
o across years
Distinct Partici| ts i Playing Club Members i Playing Club Membe
Shthasciool e ke ofiated to 5GBS can help users.
m2015-16 275,298 193,043 756,322
®2016-17 289,818 259,037 773,714
™ 2017-18 293,878 282,206 763,540

Comparable change
since 2015-16

Distinct participants in Active Schools +7%
Playing club members in supported clubs™ +6%
Playing club members affiliated to SGBs'® +0%
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Issues identified in our review of whether the performance report

explained how funding was used

There was limited explanation:

¢ that related outturn to targets

e of poor performance, with greater focus placed on positive
achievements

e of action to address missed targets or poor performance.

Financial outcomes were not generally given within the
context of the strategy and objectives.

There was generally limited reporting on performance. It was
sometimes difficult to tell if the body had a good or bad year
from the performance report. Bodies tended to focus on
factual points such as the financial position at the end of the
year rather than provide an analysis of how the body
performed.

Customer-facing bodies tended to be better at showing how
they used their funding.

Points to consider when explaining how funding was used

Be clear whether it has been a good year or a bad
year overall.

Provide a balanced account of performance.

Explain outcomes within the context of your body’s
objectives.

Use the KPIs that the board judge to be the most
effective in assessing performance.

Clearly describe and explain the KPIs, including the
basis for preparation.

Explain the major sources of funding.

Set out the actions required to address
performance issues.



http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=2ahUKEwidu_2S0u3fAhUBWhoKHdD2BlIQjRx6BAgBEAU&url=http://manninglive.com/2018/09/11/avoid-downed-power-lines-after-storm/&psig=AOvVaw0SrRsut5b4IkuXIoMZoqPV&ust=1547567965443227
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Part 3
What worries board members?

38. The FReM requires the performance report to provide a description of the key issues
and risks facing the body and how they might affect its future prospects.

Key issues and risks

39. The key issues and risks included in the performance report should be limited to
those considered by the body’s board members to be material to the development,
performance, position or future prospects of the body. They will generally be matters
that the board members regularly monitor and discuss because of their likelihood or
the magnitude of their potential effect on the body. The better performance reports
highlighted a smaller number of key risks and issues but provided clear information
about the supporting assumptions and sensitivities.

40. Board members should consider the full range of business risks, including both those
that are financial in nature and those that are non-financial. Key risks should be
disclosed and described irrespective of whether they result from strategic decisions,
operations, organisation or behaviour, or from external factors over which the board
may have little direct control. Exhibit 10 provides a good explanation of the key risks
affecting the body and how these are being managed.

Key issues
and risks will
generally be
those that
board
members
regularly
monitor.

Exhibit 10
Rk or Crescription Risk Appetite ke Witigations
Urzzrtainty Trend
Dreveloping the
B usiness
FA Cpemtions Firancil and opertionz] sk Soottish Waterseelks o deler - Wt intaining ongoing stmong
shoukd & PA plentor operstions zertices inaneficientand ekt iorehips with the PFI
<:> fail todelier inzoooma noe with costeffectie rannerincluding COMpaniss.
the oo rtEct hemns. Wi a nurmberaf P A waste water — Ivlznitc ing = nd rEnEgement
contrEcts. of PFlcormpa ry perfomance

— Undert kg despod e FFI
plarnt=udits,

— Deweloping contingency plrs
forbioth thedinancing and
opemtion of thess oortmEcs as
they entertheir lina | stages

Therewser no rmateral changes 1o the fskfaced acnoss the PRl portfolio in AATAS. Plrea e underaey
toconsiderourapp mach to the returity of thess cortracts == they emter theirlinal stages owerthe 02127
mequbztory penod.
B usiness Streamn Rigk of educing valuzof the B usines Strea rnwill reintzina - Increased scake thmough
brsiress d ue to oo rpeetithee lirercll veble Etil business. 2 meted acquisitionof
<— > rrarket condtiors and the custormers to diluhs cost o
{ comp lEMopemEting ey imnment SErE.
inthe newily opened English — Tamgeted acquisitio nof
et il rrarket. custormers inboth the English
ard Soottish radssts, for ftuee
Pt gt b

— Cortirued tr neformetion of
custormer service s nd cost base.
- Irmpmverrents 1o English
riE et custornerdata sste s nd
FaEyrment 3 mangenents.,
— e Eegubton frmmework
prowiding add itiona | oo b 1o
B rage vacant c haming rske.

The Soottish rmarket rerains wery cormpetithe The new etail rmarket in Eng knd provides acce=s 1o
2 Ebillionof Esenue opportunity. A= antic pated, the rmarst emvimnment i complees with low rmang ins
aikble, dats quality Esuesand compleowholes b anff armngements.




16 |

Forward-looking

41. The performance report should have a forward-looking orientation. Most bodies
identified trends and factors that are likely to impact on their ability to achieve their
objectives in the future (see Exhibit 11).

Exhibit 11

Planning ahead

On 28 March 2018 the Board of Trustees approved the budget for 2018-19 and considered
outline plans for 2019-20 and 2020-21. As indicated in the table below, the current savings and
income generation programme is expected in 2018-19 to meet the combined challenge of rising
costs, falling government grant income and continued investment.

2017/18 2018/19 2019/2020 2020/2021 Th f
Acusl Budget  Plan Pra e perrormance
£000  £000 000 £000 report should have
|Income .
| Grantin-Aid 21672 22367 21267 21,267 a forward-looking
Other income 9450 10070 6972 6885 . .
Total Income 3113132437 26239 28152 orientation.
| Operational Expenditure
Salaries 15747 16,441 16,881 17.434
Operational Costs 12,699 11,558 11,454 11,163
| Total 28446 27 999 28.335 28,597
‘Major Projects Expenditure 2630 4437 350 350
Surplus/(Defict) 55 1 (446 (799
Specific descriptions »
Specific
42. The descriptions of the key issues and risks should be specific so that users of the descriptions of
accounts can understand why they are important to board members. This might risks heIp
include a description of the likelihood of the risk, an indication of the circumstances
under which the risk might be most relevant to the body, and its possible effects. users
understand
43. In our opinion, half of the bodies included specific risks. Why they are
important.

Action plan to mitigate risks

44. An explanation of how the key issues and risks are managed or mitigated should be
included in the performance report to enable stakeholders to assess the impact on the
future prospects of the body. Around half of bodies provided an explanation of what the
body was doing to manage the risks in 2017/18. The body at Exhibit 12 helpfully
provided the information in a table.
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Exhibit 12

Key Risks Risk Miligation

HIGH RISiC

IFFSS doas not have adequale time to prepare for Brexit due lo

tight timescales, this would affect our copability and capacity to
achieve our stralegic plan, for example through loss of statutory

iwer,'i ar Ti‘lrough dl\"erﬂng resQurces UWUY ;lD”l Cull:ﬂ-”g A IIIIL:
key octivifies agreed in the corporate plan.

Progromme p!qmr.'rg taking rlace alergside the
resourees nieeded fo defiver FS5%s stautory work and

ceve weliviiics, Budget and business slasaing

HIGH RISK

I FSS's budget is reduced or restricted in the future, there is a
risk this eould result in F3S having 1o focus solely on statutory
requirements ond scale back on a number of norstatutory key
inifintives needed to achieve our stralegic ouicomes laading to a
detrimental impuc’r QN COnsSUMers.

Longterm branziel plon adopled by the Board.

IMEDIUM RISK

If suFicient rescurces are not available for consistent delivery of
{eed official contrals, this could lead io the resourcas available
not malching the statulory requirements. The luck of sufficient
resaurce could result in environmental healh and roding
standards servicas bacoming unsustainable, and there is @ risk
that FS8's ability fo ensure consumer protection is undermined.

Alternative feed controls dslivery mechanism being
brought in.

MEDIUM RISK

It there is a failure of controls by food business operators that
might reazonably have been defectad, there is o risk of saricus
cases of humon iliness and other risks to public health, lzading
1o aloss of confidence in the food supply choin and loss of frusi
in regulatory bodies.

Real tine access 1o lozol Autherity databases vic Scotiish
Nationot Detabase gives fasier assurance for FS5.

Local Autneriy [LA] qudits by FSS now alse forusing on
copability ond capocity.

| I 1T e |

Critical judgements and estimation uncertainty

45. The FReM requires disclosure in the notes to the financial statements of:

e critical judgements made in the process of applying the body’s accounting
policies that have the most significant effect on the amounts recognised in

the financial statements

e information on the assumptions made about the future, and other major
sources of estimation uncertainty, that have a significant risk of resulting in
material adjustments within the next financial year.

46. The FRC guidance on the strategic report recommends that these judgements
and uncertainties should be linked to key risks. In our view, users would find
additional explanations in the performance report to be helpful. Exhibit 13

was one of the bodies that did so.
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Exhibit 13

Public Finance and Accountability (Seotiand)
Act 2000, and In accordance with The HM
Treasury Financial Reporting Manual (FReM),
The financial statements are consalldated
within the Scottish Government Consofidated
Resolrce ACCounts.

These financial statements were authorised
for issue on 22 August 2018,

Our Annual Review is also published on our
website at transport.gov.scot and the
Scothish Government Consalidated
Resource Accounts at scothand.gov.uk

Significaint accounting policies
The areas where accounting judgements
have significant impact are outlined below:

= Valuation of the Trunk Road Netwark
The brunk road network is valued on the
basis of current replacement cost, adjusted
to reflect the current condition of the
road component and the depreciation of
structures and communications assats,
To produce this valuation reguires the
use of assumnptions, estimates and
professional judgement.

1 PRy

IOy T I TR T WY DRI TS (ST
standard costs to value the indhvidual
components of the network asset and
indices to revalue these on an annual basis
threugh a joint contract with the other

UK Road Authorities.

Recognition and the valuation

of provision

Due to the long term nature of our roacd
and rail improvement schemes certain
assurmptions and judgements are required
te be made for the estimated cost of land
acgusition and compensation claims. This
is due to the often protracted negotiation
periods involved and the initial uncertainty
aver both the financial value and the final
payment date of any compensation,

Valuation of accruals

Due to the timing and availabiity of final
year end informetion fram external suppliers
fior Concessionary Travel, Rail and Roads
maintenance, certain assumplions and
judgrments are required ta be made when
determining final aceruals,

Public Private Partnerships (PPP)

We have three Public Private Partnerships
(PPP) agreements in the farm of Private
Finance Initiative (PFI) contracts

T 3 Ermer
accordance with the disclosure
reguirements of IPSAS 32,

We also have PPP agresments in the form
of Non-Profit Distributing (NPD) contracts
for the MB/M73/MTE Motorway
Improvements Project, with Scottish Roads
Partnership (SRP) and Aberdeen Roads
Limited {ARL) for the new AWPR / B-T.

Both SRP and ARL are contractually obliged
to provide the infrastructure and related
senvices to the public on our behalf. We will
retain overall control of the related assets
and account for them on the Staternent

of Financial Position (SFP).

We have reviewed the degree of control
exercised by each of the parties in existing
PP® contracts and conclude that the decree
of control we retain satisfies the requirements
that the related assets created are required
to be accounted for on cur SFP. Details of the
areounting treatment can be found in notes
1 and 14 to the annual accounts,

For details of the differences betweean NPD
and PFI contracts, see the Scottish Futures
Trust website al scottishfuturestrust.org.uk

Issues identified in our review of whether the performance report

explained what worried the board

There was generally limited explanation of the key risks
affecting the body.

Bodies sometimes included risks and uncertainties that did

not appear to be significant.

Half the bodies provided only a high level generic indication
of risks. The inclusion of generic information on its own is of
limited use to stakeholders. Common risks identified
included: Financial sustainability; Workforce planning; EU
withdrawal; and IT related incidents. While these may pose a
risk, it could have been clearer what the body considered to
be the specific risk of these developments.

Half the bodies did not set out the actions being taken to
mitigate the risks.

In some instances the body only provided a cross reference
to the governance statement. The link between risks and
performance was not clearly explained in the performance
report.

Bodies did not generally highlight their critical judgements in
the performance report.
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Points to consider when explaining what worries the board

Be sufficiently specific so that users can
understand why risks are important. For example,
explain that the specific risk related to EU
withdrawal is workforce issues.

Consider all risks but disclose and explain only
those that are considered key.

Describe the actions to mitigate key risks.

Link critical judgements and estimation uncertainty
to key risks.

Address significant features in the external
environment that will impact on your business e.qg.
funding constraints.

Explain the risk to deliverability of business
objectives, the likelihood of the risk and its
possible effects.

Link your key risks to your strategy and business
model.
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Part 4
Consistency

47. It is fundamental to the annual report and accounts telling a single story that the
performance report and financial statements are consistent.

Explaining significant points in financial statements

48. While the different components of the annual report and accounts have different uses,
valuable insight can be achieved if the performance report highlights and explains
information from the financial statements.

49. The FRC Guidance on the strategic report recommends that the performance report
should include references to, and additional explanations of, amounts included in the
body’s financial statements. The references should explain the conditions and events
that shaped the information contained in the financial statements.

50. Bodies generally explained important points in the financial statements such as
significant under or overspends. Exhibit 14 provides an example.

Significant
points should be
explained so
that there are no
surprises hidden
in the financial
statements.

Exhibit 14
2.2.12017-18 revenue and valuation

Table 6: Summary of revenue account (breakdown by asset available in Table 7)

£m
Gross revenue - 164
Direct costs'® _ s - *'3.31-
Indirect costs® o (2.5)
Transfers to capital account - (1.4}
Depreciation of 1angible fixed assets (0.2
:P‘ revenue - an
Gross revenue by operating division £m Property valuation by asset £m

Urban 0.9 Jrban 16.7
Marne Marine
(Aguaculture} 4 & Rural 35 Aquaculiure) 2/ Rurad 1239

Coastal 3.3
Marine (Energy &

Marine (Energy &
Infrastructure) 128 5

Infrastructure) 4.1



https://www.frc.org.uk/getattachment/fb05dd7b-c76c-424e-9daf-4293c9fa2d6a/Guidance-on-the-Strategic-Report-31-7-18.pdf
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51. Although most bodies explained significant items in the financial statements, it
was not always clear to users how figures disclosed in the performance
report related to amounts in the financial statements.

52. This can be done by reconciling the figures as shown in Exhibit 15.

Exhibit 15

The table below reconciles the deficit shown on the Statement of Comprehensive
Net Expenditure (SCNE) to the surplus recognised for funding and budgeting
purposes, This surplus Is to be used for transitional funding as described earlier.

~ 2017/18
EDOD

Deficit per the SCNE SCNE 11,486
Funding from grants and grant in aid 13a (16,423)
reverse IAS 19 pension accounting adjustments b table 2 4,550
To fund depreciation of assets Ga (10}

Surplus on funding and budgeting basis {397}

53. The description of the body’s performance and position should be consistent
overall with the segmental analysis provided in the financial statements.

Adjusted measures

54. Highlighted or adjusted figures, KPIs and other measures referred to in the
performance report should be clearly reconciled to the relevant amounts in the financial
statements.

55. Any adjustments to the figures in the performance report should be clearly explained,
together with the reasons why they are being made.

56. Where a line item from the financial statements, or a commonly used KPI, has been
adjusted for inclusion in the performance report, the term used for that adjusted
measure should be clear and, where practicable, a reconciliation to an appropriate
financial statement line item and explanation of any material adjustments should be
provided. Exhibit 16 provides an example.
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Exhibit 16

outturn Analysis

The DEL underspend of £61.3 million, The underspend in nor-cash is a result of The total underspend of E106.8 millon
comprises a cash underspend of E163millien  lower than anticipated depreciation of the (16-17: £45.5 million underspend)
and a non-cash underspend of £45.0 million, road network. The AME outturn reflects represents approsimately 4% (16-17; 2,0%)
'I'P_we c;sh underspend reflects the net pesition  the fact that provisions that were initially of the overall budget.
of savings and slippagg offset by pressures estimated were not required at year, with
and advanced expendiiure and the the negative expenditure representing The Staterment of Comprehensive Net
reclassification of Fixed Track Access a net overall reduction in thesa provisions, Expenditure {(SoCNE) identifies
Charges (£160 million} fram Operating The ODEL resource underspend reflects niat operating costs of £1,840 million.
Costs to Investment to ensure consistency deferred unitary charge payments on the Capital expenditure s not recognised as
across the Rail Control Period representing Aberdeen Westemn Peripheral Route/Balmedie  in-year expenditure within the SoCNE,
t"n:-_mostszlgnlllcant elerne_nt of the to Tipperty (AWPR/B-T) Project. but the following table provides a
variances in these categories, reconciliation of overall cutturm to SaCME,
Ouiturn Analysis
Net Operating Costs per SoCNE 1,839,837
- Dperating Costs Add Additions to Intangible Assets {note 7)
Resounce = Investrmaent 672,607 BE217L 209,764 Add Addibons to PRE (noto &) 411,351
Resource Deprecation (non-cash) 97,511 52,526 (44 GEE) Add Addmians to Investrnents (note 9) T3AHE8T
Capital 559 687 479,205 (£80 482 Less Disposals of Intangible Assets (note 7) -
DEL total 2270347 2,209,054 (61,283) Less Dsposals of PPE inote &) (785)
AME 20,000 {4,268 (206,268) Leas Repayments ot investmants (note %) 0,160)
PFl Resource (ODELY 131178 109,978 (21,2000 Less Desposals on Assets held for Sale (note 5} -
PRI Capetal {ODEL) 5,000 4958 a2 Less De-truntongs (note &) -

2082

2,319,730 1106,793)

Add De-trunkangs depreciaton {note &) ]

Qutturn per Managerment Commentary | 2:319,730

Issues identified in our review of whether the performance report
was consistent with the financial statements

It was often not clear how figures disclosed in the
performance report related to amounts in the financial
statements.

Limited explanation was provided of the adjustments that
were made to the amounts in the financial statements.

Some bodies reported budget figures on a cash basis, with
no linkage to the figures in the financial statements.

Points to consider when ensuring consistency include

Identify and explain where figures are presented
differently from the financial statements.

Reconcile the figures in the performance report to
the equivalent figure in the financial statements
where different.
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Part 5
Cut the clutter

57. There is a significant drive within the accounting profession to remove clutter and Clutter is
streamline the information presented in the annual report and accounts. Clutter is . .
immaterial disclosures that inhibit the ability of users to identify and understand immaterial
relevant information. disclosures

hensi . that inhibit

Comprehensive and concise the ability to

58. The performance report is required to be comprehensive, but it is also required to be 'dentlfy and
concise. There does not have to be a tension between these two requirements. understand

_ _ _ _ relevant

59. Comprehensiveness reflects the breadth of information that should be included rather information
than the depth of information. The performance report does not need to cover all )
possible matters in detail to be considered comprehensive. It should include the
information that is necessary for an understanding of the development, performance,
position and future prospects of the body. There is a risk that performance reports
include too much unnecessary information leading to the main messages being lost.

60. Conciseness is achieved through the efficient communication of all material
information. Bodies should not confuse conciseness with excessive brevity in the level
and type of information provided. There are risks that performance reports are overly
brief and so do not include all the necessary information.

Relevance of disclosures Relevance is a

- o o _ , _ _ fundamental

61. Financial reporting is not an end in itself and the information to be included in the ualitative
performance report should be determined by the needs of users. A body should not q T
include information in the performance report that is not relevant to its circumstances. characteristic of

o _ financial

Materiality of disclosures information.

62. Only information that is material to users of the accounts should be included in the
performance report. Materiality is an aspect of relevance that is specific to each body

based on the nature or magnitude of the effect of the information, judged in the
particular circumstances. Materiality is an

63. This requires the body’s officers to apply judgement based on their assessment of the entlty—specmc
relative importance of the matter to the body’s development, performance, position or aspect of
future prospects. relevance.

64. Immaterial information should be excluded as it can obscure the key messages and
impair understandability.

Use of cross-referencing and signposting

Cross-
65. Good linkages between related disclosures is essential for the annual report and referencing to
accounts to communicate a holistic story. Insufficient linkage between different required

components can make it appear disjointed. Cross-referencing and signposting are

useful techniques that can assist bodies in highlighting linkages: information and

signposting to

e The requirement to include information in the performance report can be Complementary
met by setting out the item in another component of the annual report and ; ;
: N : information can
accounts provided a cross-reference to the item is included in the C
performance report. This can lead to clearer communication, while ensuring highlight

disclosure requirements are met. linkages.
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e Signposting can be used to direct users to complementary information that
is not required to meet the disclosure requirements for the performance
report. Signposted information can be located in another component in the
annual report and accounts (e.g. an appendix) or elsewhere (e.g. on a

website).

66. Most bodies made effective use of signposting to refer the user to further documents

and information available. Exhibit 17 highlights a good example

Exhibit 17

Our factoring thematic
We found that:
RSLs and local authorities
have improved their

factoring services, but
there is still more to do.

145

A

A

Social landlords provide factoring services

They provide factoring services for:

123,385 homes A&

A\ 5000 since 14/15

Annual Report and Accounts 2017-18

67.4%

of owners are
satisfied with their
factoring services

Tne overallincrease over the last 2yearsis A\, from 63% in 14/15
due to improved satisfaction in the RSL
sector. LA satisfaction declined since 14/15

Average management fee

£82.48 V' from £83.97in 14/15 %

Total income from management fees

£10,174,105

A\ £250,000since 14/15

RSL £8 49

Read our full report on our website>

This body
provided a link
to allow the user
to access further
information.

67. However, where hyperlinks are included, bodies should ensure that the version of the
annual report and accounts published on their website allows the user to follow these
links. The level of information available on public bodies has increased significantly.
Bodies should be careful not to overwhelm users with excessive use of signposting.

68. There may be scope for greater use of cross-referencing, which may allow bodies to
remove some detail from their performance report, improve the narrative flow and

reduce duplication.
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Issues identified in our review of whether the performance report

contained clutter

Some bodies reported all performance measures rather than
those that were key to assessing performance.

Excessive detail was sometimes provided on certain items.

Content that was not necessary to meet the objectives of the
performance report was sometimes included.

There were instances of excessive signposting which
reduced its effectiveness.

Most of the hyperlinks in the performance report did not work
for external users.

Points to consider when reducing clutter

Include the necessary breadth of information in a
concise way.

Ensure disclosures are relevant to the body.

Use judgement to assess the relative importance of
relevant information.

Consider the appropriate use of signposting to
allow the user to access complementary
information.

Avoid excessive detail about a large number of
projects and concentrate on overall performance.
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Part 6
Clarity

69. The FReM requires an understandable analysis of performance. To achieve this, it is
essential that the language used is precise and issues are explained clearly. The
performance

Plain language report should be

70. The language used to support and explain the disclosures in the performance report ~ WIitten in plain
is fundamental to users' understanding of the information presented. The performance Ianguage_
report should be written in plain language such as in Exhibit 18.

Exhibit 18

Three: Children’s rights at the centre of laws, policy and practice

we'll help make sure the Scottish and UK Governments keep the promises they
made to children and young people when they signed up to international human
rights laws. And we'll use the laws that exist in Scotland to make real changes that
will improve children and young people’s lives.

We'll use the Commissioner’s legal powers to highlight where law, policy and
practice isn't working, and to try and make sure things are different in the future.
And we'll use our power of investigation to take action around issues that affect
children’s human rights.

Use of jargon

71. The excessive use of technical language (i.e. jargon) should be avoided where
possible. Where the use of body-specific terms is necessary, they should be clearly
defined and used consistently. Some bodies clearly explained terms which were not
obvious to lay persons (see Exhibit 19).

Exhibit 19

Performance againg oiar published targets during D017 18 was:

Husiness Arca Targs 1 Performunce
W17-18 | 201617
Binil Cases: Serve ndlctnen® | Serve withia timebar®® 1HF% 10H1%
'I'Ek@']mplﬁmﬁmlﬂﬁ:hiﬂn Process 73% within 4 weeks TT% T
- Investigaie B within

Tnvasti
nvestigatiom of Denatha 12 wetiks A% _ Aot
Inwestigation of Criminal ; - ]
.-";1I¢Eu:-nh against the Police lorvesizguie $0% within 12 wecks 2% W%

miicincat s 4 dosumest semng il the GIargslsh o Gmes of OIE0Ces LSS, AN Wols=d [L R0 Seriils tiees. & CAse Gn

indEtrme) i tried By judge setting with a jury in the Migh Couni {in the mos serious ases), or the sherilloour. This b emed
Balesin procsduse,

*#There iz striel tinee limits which regulaie the maximam dme allowed Berseen an ascessd’s eppeerance o0 petitioe | normsl
7wl Slep in soleme proccduse) and the service of aa Indictrment on him'ther. The time allewed depends on wiether {sibe & prasied
il By thee caried or remmesul=d] in custody
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Boiler-plate wording

72. Boiler-plate wording refers to generic disclosure which could apply to any body that
gives no additional useful information to users of the accounts. Where standard
wording is taken from another source, it should be tailored to the specific
circumstances of the body.

Issues identified in our review of whether the performance report

was clear

Jargon was prevalent but not always explained. For example,
many bodies referred to annually managed expenditure
without explaining what this meant.

Bodies operating in specialist parts of the public sector were
more prone to the use of jargon, while those operating in a
more customer-focussed environment tended to use plain
language.

Points to consider when providing a clear explanation of
performance include

Use plain language.

Avoid using jargon, or explain it where it cannot be
avoided. Consider providing a glossary of key
terms.

Avoid boiler plate wording and make sure standard
wording is tailored to the circumstances of the
body.
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Part 7
Summarise

73. In order to highlight the key messages, items should be reported at an appropriate
level of aggregation. Tables of summarised information should be supported by
accompanying narrative.

Aggregation

74. The performance report should not include so much detail that the main messages
are lost. It is helpful if information is aggregated to an appropriate level as this helps
users to see key themes without getting lost in excessive detail.

75. The performance report disclosures should provide a link to the segmental analysis
provided in the financial statements.

Infographics

76. The method of presentation can significantly affect the understandability of
information in the performance report. The most appropriate method of presentation
will depend on the nature of the information but may include tabular, graphical or
pictorial methods as well as narrative text.

77. The use of innovative presentation techniques such as infographics can emphasise a

point and improve the disclosure. Information that can helpfully be presented
graphically includes:

e geographic and demographic information
e performance against targets and financial information
e organisational structures and governance arrangements.

78. In most cases tables and other infographics should be supported by accompanying

narrative. It is important that the narrative is consistent with the message conveyed by

the infographic.

79. Although not widespread, a few bodies made effective use of innovative presentation

(such as the examples in Exhibits 20 and 21).

Items should be
reported at an
appropriate level
of aggregation.

Infographics can
improve
presentation
and should be
supported by
narrative.
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Exhibit 20

Greenhouse gas emissions footprint
— by source 2017/18

Process

emissions

©-
Transport
and travsl

@ Cthers

Self-generated
renewakle
electricity
2%

Exhibit 21

Mere Efficient Corporate Services

Transformation  of  corporate
support services will support a
reduction in police staff in this
area thereby releasing police
officers back fo  operafional
policing activities.

Identification & implementation
of a payrel solution that will
conselidate  payrels onto a
single application. This  will
address  oudlt  crificisms  and
deliver economies of scale at o
level  more  fyplcal for the
organisation’s size.

Increased Aviomation & Innovation

Increased Civilianisation of Roles

Greater chvilaniation of
operational roles will result in
opportunities for police officers
to be returnad to the front line,

and supporfed by a greater
nurnber of specialist
operational staff.

Operational, Staff pay & reward modermisation
Business and A sngle pay and grading

structure, coupled with o
Corporate common paople development

N

pelicy will allow for streamilining
SUPPOFt of admin services in addition to
Efficiencies allowing management fo makes

informed decisions on resource
requirements.

Records Management

Incraasing autermation will dllow
for potential further reductions in
corporate support roles which
could  be replaced  with
aperational support roles.

Consolidation  of  systems,
functions and dedicated
records management centres
The reduction of common tasks
through rmiore efficient
processes will allow for a more
effective approach to records
management.

e

Case studies

80. The use of case studies can be an effective way to engage the user and to highlight
performance developments and action to address issues.

81. Exhibit 22 provides an example of a body making effective use of case studies to give
the user an insight into the achievements in the year and performance against the
targets.
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Exhibit 22

Equality and diversity: using casework to make a difference
Our casework allows us not only to reflect on our senvice but also to support improvements generally.

Case Study

In one case (201700486 36) we identified that a policy did not appropnately provide

parity between mental and physical health. A GP practice policy appeared to only

allow for home visits if there was a physical health problem. In this case, they did

not consider the complainant's significant mental health problem meant that he

was housebound despite a letter from a psychiatrist confirming this was the case.

We have asked the practice to apologise to the individual but also to review their policy to
ensure it has due regard to mental as well as physical heaith which will have wider benefits.

We also look across our casework to identify themes and ensure cur commitment to equality is
reflected. Findings were reflected in our thematic report on "Making Complaints Work for Everyone®
where we included specific support and guidance on equality issues and making reasonable
adjustments (taking advice from the Equality and Human Rights Commission.

35 hiwps A o 2017-18
36 hmtps:/feoww sps0 orguk/i repons/2018/imay/decision - report-201700486- 201700466

Issues identified in our review of whether the performance report

summarised information

Some bodies provided an unnecessary level of detail which
made it difficult to identify the key messages.

There was limited use of infographics.

Only a few bodies used case studies.

Points to consider when summarising your performance

Aggregate information at an appropriate level to
highlight key messages.

Consider which information could be better
presented using tables or a graphical presentation.

Consider using case studies to add valuable insight
to performance.
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Part 8
Explain change

82. Significant changes from the prior year should be properly explained. Users can
obtain important insight where performance is considered against previous years
outcomes.

Explaining changes from comparatives

83. The financial statements are required to provide comparative information for the
previous year to allow the user to identify significant changes in the performance over
the year and position of the body at the year end. Significant changes between years
should be flagged in the performance report, as in Exhibit 23.

Exhibit 23

7. Financial Review

The aim of this section is to explain the financia! results for the year.

The main headline for the 2017/8 financial year s that the Library has ended the year by Users find an

adding £193k to its General Reserves. The equivalent in 2016/17 was a reduction in General explan ation on

Reserves of £58K. Within the financial statements, the place where this is best shown is at

the bottom section of the Statement of Financial Activities on Page 24 and the Reserves changes from

Note at Page 44. Both these show the balance on the Library’s Unrestricted General Fund comp arative

reserve increasing from £347k to £540k over the year. . .
information

This result is partly deliberate and partly fortunate. It is partly deliberate since, after the h elpful

deficit in 2016/17, the Library was aiming to replenish its reserves to a healthier fevel. Itis

partly fortunate since there were a small number of areas across the Library which spent less
than planned or generated additional income. A good example here are the savings the
Library made on legal costs — the result of competitive tender. Resulits like these had the
effect of pushing general reserves slightly higher than planned.

84. Users should be able to distinguish between movements in performance resulting
from one-off events and those that are expected to continue.

Explaining changes in policy and other key matters

85. Significant changes from the prior year in policy and other key matters should be
adequately explained so that users of the accounts can assess the impact on the
development, position, performance, or future prospects of the body.

86. For example, significant changes in key risks such as a change in likelihood, probable
timing or possible effect, or the inclusion of new risks, should be highlighted and
explained.

87. As bodies develop, different risks will emerge and they may need to change their
policy or approach to manage these risks. Bodies should clearly explain these changes
as they emerge.
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Issues identified in our review of whether the performance report

explained change

Only a few bodies compared performance to previous years.

Explanation of changes was limited and did not highlight
whether events were likely to continue or were caused by
one off events.

Trend information was only used by a few bodies.

There was little evidence that risks had been updated.

Points to consider when explaining change

Explain significant changes in the financial
statements.

Use comparative figures to explain changes in
performance.

Highlight significant one-off events that impact on
performance.

Explain changes in the KPIs disclosed.

Explain the reasons for any changes in key risks.
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Good practice note on improving the
guality of central government annual report
and accounts — performance reports

If you require this publication in an alternative
format and/or language, please contact us to
discuss your needs: 0131 625 1500

or info@audit-scotland.gov.uk

For the latest news, reports
and updates, follow us on:

@Iw] §|Plin]e!

V/AUDITSCOTLAND
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